TELEKOM MALAYSIA BERHAD (128740-P)

(Incorporated in Malaysia)

PART A : EXPLANATORY NOTES OF MASB 26 – PARAGRAPH 16


Notes to the announcement of results for the second quarter ended 30 June 2004
1.
Basis of Preparation of Interim Financial Reports 


The interim financial reports of the Group have been prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 and Appendix 9B of the Bursa Malaysia Securities Berhad Listing Requirements, and should be read in conjunction with the Group’s audited financial statements for the year ended 31 December 2003. The accounting policies, method of computation and basis of consolidation are consistent with those used in the preparation of the 2003 audited financial statements.

The principal closing rates (units of Malaysian Ringgit per foreign currency) used in translating significant balances at 30 June 2004 are as follows:

Foreign Currency
Exchange Rate

Foreign Currency
Exchange Rate

US Dollar
3.80000

Sri Lanka Rupee
0.03715

Japanese Yen
0.03491

South African Rand
0.61814

Guinea Franc
0.00190

Special Drawing Rights
5.57160

Bangladesh Taka
0.06457

Gold Franc Currency
1.82019

2. 
Qualification of Preceding Audited Annual Financial Statements

The audited financial statements for year ended 31 December 2003 were not subject to any material qualification.

3.
Seasonal or Cyclical Factors


The operations of the Group were not affected by any seasonal or cyclical factors.


4.
Unusual Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flows

(a) Revenue adjustment with respect to data and telephony services of RM164.4 million being discounts and resolution of disputed bills in favour of major clients. 

(b) Recognition of additional Universal Service Obligation fund of RM90.0 million with respect to year 2000 and 2001 as revenue from other telecommunication related services. 

(c) During the second quarter, the Company reviewed the estimated economic useful life of submarine cables. Arising from this revision, the estimated useful life of submarine cables has been reduced from 15 years to 10 years. The change in estimate has increased the depreciation charge by RM61.0 million and resulted in a corresponding decrease in profit after tax.

4.
Unusual Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flows (continued)

(d) Following impairment tests carried out on relevant assets; impairment loss with respect to property, plant and equipment (PPE) amounting to RM220.4 million and RM76.0 million for the Company and a subsidiary respectively was identified and recognised in the Income Statement. In addition, RM60.9 million impairment losses with respect to PPE arising from the integration of Celcom/TM Cellular were also recognised.  Hence, PPE and profit after tax was reduced accordingly.

(e) Partial disposal of Telkom SA Limited as disclosed in note A11(b) of this announcement resulted in an exceptional gain and increase in profit after tax of RM622.4 million. The disposal also increased cash flows by RM1,372.7 million.   

There were no other unusual items affecting assets, liabilities, equity, net income or cash flows due to their nature, size or incidence for the financial period ended 30 June 2004.
5. Material Changes in Estimates 

There were no material changes in estimates of amounts reported in the prior interim period or prior financial year except for the revision of economic useful life of submarine cables as mentioned in note A4(c) of this announcement.

6.
Issuances, Cancellations, Repurchases, Resale and Repayments of Debt and Equity Securities 

There were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the financial period ended 30 June 2004 except for the increase in issued and paid up capital of RM95.1 million of the Company from 3,250.7 million shares of RM1.00 each to 3,345.8 million shares of RM1.00 each as a result of employees exercising their options under the Employees’ Share Option Scheme (ESOS) at the exercise price of RM7.09 per share.

7.
Dividends Paid 

Final gross dividend of 10.0 sen per share less 28% income tax and special gross dividend of 10.0 sen per share less 28% income tax amounting to RM481.2 million in respect of financial year ended 31 December 2003 were paid on 21 June 2004.

8. 
Segmental Information 

Segmental information for the financial period ended 30 June 2004 and 30 June 2003 were as follows: 

By Business Segment
2004

All amounts are in 

RM Million 
  Fixed line, data, 

        internet and 

         multimedia
Cellular
Others

Total

Operating Revenue

Total operating revenue

Inter-segment *
              4,093.7

                 (118.6)
     2,591.2

       (175.9)
        198.3

        (88.1)

     6,883.2

       (382.6)

External operating revenue
              3,975.1
     2,415.3
        110.2

     6,500.6

Results

Segment result

Unallocated income

Corporate expenses

Foreign exchange gains
                 775.8
        524.1
         12.7

     1,312.6

          79.9

       (236.5)

            3.5

Operating profit before finance cost




     1,159.5

Finance cost

Finance income




       (298.2)

          63.2

Associates

- share of profits less losses    
                   114.8
         45.8
        -

        160.6

- profit on disposal 




        622.4

Profit before taxation




     1,707.5

Taxation




       (209.6)

Profit after taxation




     1,497.9

Minority interests




         (38.6)

Profit attributable to shareholders 




     1,459.3

8. 
Segmental Information (continued)

2003

All amounts are in 

RM Million 
  Fixed line, data, 

        internet and 

         multimedia
Cellular
Others

Total

Operating Revenue
Total operating revenue

Inter-segment *
              4,010.5

                 (183.8)
    1,435.3

         (96.9)
    205.8

      (82.0)

      5,651.6

        (362.7) 

External operating revenue
             3,826.7
    1,338.4
    123.8

      5,288.9

Results

Segment result

Unallocated income

Corporate expenses

Foreign exchange losses
                  852.7
          62.4 
         36.8

         951.9

           25.9

   (113.3)

            (3.4)

Operating profit before finance cost




         861.1

Finance cost

Finance income




        (221.2)

           38.7

Associates

- share of profits less losses 
                     79.8
          85.2
      -

         165.0

Profit before taxation




         843.6

Taxation




        (265.7)

Profit after taxation




         577.9

Minority interests




          (20.4)

Profit attributable to shareholders




         557.5

*   Inter-segment operating revenue has been eliminated at the respective segment operating revenue. The inter-segment operating revenue was entered into in the normal course of business and at prices available to third parties or at negotiated terms.

9.
Valuation of Property, Plant and Equipment 

There was no revaluation of property, plant and equipment brought forward from the previous audited financial statements. The Group does not adopt a revaluation policy on its property, plant and equipment.

10.
Material Events Subsequent to the End of the Quarter

There were no material events subsequent to the end of the quarter that have not been reflected in the interim financial statements.
11.
Effects of Change in the Composition of the Group 

Change in the composition of the Group for the current quarter and financial period ended 30 June 2004 were as follows:

(a)
Samart Corporation Public Co Limited (Samart)

During the first quarter, the shareholding of TM’s wholly owned subsidiary, TM International Sdn Bhd in Samart has reduced from 19.59% to 19.57% due to issuance of shares under its Employees’ Share Option Scheme. The dilution has no material effect to the results of the Group.

(b) Telkom SA Limited (Telkom SA)

During the second quarter, TM’s indirect shareholding in Telkom SA, a listed company on the Johannesburg Stock Exchange and the New York Stock Exchange, held via Thintana Communications Llc, has reduced from 12.00% to 6.04% on 18 June 2004 due to the disposal/placement to institutional investors. This disposal was announced to Bursa Malaysia on 18 June 2004. Following the above disposal, TM has lost significant influence over the financial and operating policy decisions of Telkom SA. Consequently, TM has since ceased to equity account its share of results in Telkom SA.

(c) Masterpage Sdn Bhd

During the second quarter, Masterpage Sdn Bhd, a wholly owned subsidiary of TM, held via Celcom (Malaysia) Berhad (Celcom), had been deregistered by the Companies Commissions of Malaysia (CCM), and struck off from the CCM’s Register pursuant to Section 308 (4) of the Companies Act 1965 with effect from 13 April 2004, being the date of the publication of the Government Gazette dated 8 April 2004.
12.
Changes in Contingent Liabilities Since the Last Annual Balance Sheet Date 

There was no material change in contingent liabilities (other than material litigation disclosed in note B11 of this announcement) since the latest audited annual financial statements of the Group for the year ended 31 December 2003.
13. Capital Commitments 


Group


30/6/2004
30/6/2003


RM Million
RM Million

Property, plant and equipment:



Commitments in respect of expenditure approved and contracted for
2,954.6
2,708.7

Commitments in respect of expenditure approved but not contracted for
171.7
19.0

 1.
Review of Performance 

For the current quarter and financial period under review, the Group revenue increased by 9.9% (RM292.7 million) and 22.9% (RM1,211.7 million) respectively, driven primarily by the  cellular segment, internet and multimedia services as well as one off recognition of additional Universal Service Obligation (USO) fund for year 2000 and 2001. Significant increase in cellular revenue is mainly due to the inclusion of 6 months consolidation of Celcom’s results, as compared to only 2.5 months for the financial period ended 30 June 2003. 

The Group profit before taxation for the current quarter and financial period under review increased by 142.8% (RM589.0 million) and 102.4% (RM863.9 million) respectively, mainly due to higher contribution from the cellular segment and exceptional gain of RM622.4 million arising from the partial disposal of an associate, net off accelerated depreciation and impairment with respect to property, plant and equipment of RM61.0 million and RM281.3 million respectively.
2.
Comparison with Preceding Quarter’s Results 

Compared to the preceding quarter, the current quarter revenue decreased marginally by RM13.4 million (0.4%) from RM3,257.0 million to RM3,243.6 million mainly due to lower revenue from data services after netting off higher revenue contribution from cellular, internet and multimedia services and recognition of additional USO fund as mentioned in note B1 above. Profit before taxation increased by RM295.3 million (41.8%) from RM706.1 million to RM1,001.4 million mainly due to exceptional gain, improved performance of the cellular segment mitigated by the recognition of accelerated depreciation and impairment with respect to property, plant and equipment as mentioned in note B1 above.

3. Prospects for the Current Financial Year 

In line with the Group’s effort at streamlining its network and product offerings to be more competitive as well as achieving greater cost efficiency, TM TelCo has been restructured into two Strategic Business Units consisting of TM Wholesale and TM Retail. TM Wholesale will cater to the provisioning of infrastructure network services to local and international licensed operators while TM Retail will focus more on enhancing customer services and the provisioning of core and value added products and services to end-users or consumers in both the business and residential markets. 

Supported with the continuing increase in demand and the completion of the Celcom / TM Cellular integration exercise targeted in October 2004, the Group expects stronger revenue growth for mobile, data, broadband and value added services in 2004.
With the government’s optimism on an expected GDP growth of more than 6.7% and barring unforeseen circumstances, the Board of Directors is confident that the Group will achieve better operating performance in the second half of 2004.  
4.
Variance of Actual Profit from Forecast Profit / Profit Guarantee

The Group has not provided any profit forecast or profit guarantee in a public document in respect of the financial period ended 30 June 2004. 

5. Taxation 

The taxation charge for the Group comprises:


INDIVIDUAL QUARTER 

CUMULATIVE QUARTER


Current year quarter

Preceding year corresponding quarter

Current year to date

Preceding year corresponding period


30/6/2004

30/6/2003

30/6/2004

30/6/2003


RM Million

RM Million

RM Million

RM Million

Malaysia








Current year taxation
       87.4

          10.4

      240.8

       127.4

In respect of prior year
      (35.0)

    0.8

    (34.3)

          (3.5)

Deferred taxation – net
      (14.5)

          88.4

       (19.5)

         99.0


       37.9

          99.6

      187.0

       222.9

Overseas








Current year taxation
         0.2

            1.0

          1.0

  1.6

In respect of prior year
           -

              -

         (0.8)

           0.4

Deferred taxation – net
           -

            0.1

            -

   0.1


         0.2

            1.1

          0.2

           2.1


       38.1

        100.7

      187.2

       225.0

Share of taxation of  associates 
       (9.7)

          16.3

        22.4

         40.7

TOTAL TAXATION
       28.4

        117.0

      209.6

       265.7

The current quarter and financial period to date effective rate of taxation of the Group was lower than the statutory rate due to capital gain on partial disposal of an associate during the quarter, which was not taxable. Higher profit registered by subsidiaries with low or zero tax charge due to utilisation of capital allowances brought forward and tax exemption status also contributed to the lower effective tax rate. Reversal of excess tax provisions for the Company and an associate was another contributing factor.

6.
Profit on Sale of Unquoted Investments and/or Properties

There were no other profit on sale of unquoted investments and/or properties other than in the ordinary course of the Group's business for the financial period ended 30 June 2004.

7.
Purchase and Disposal of Quoted Securities 


(a) Total purchases and disposals of quoted securities for the current quarter and financial period ended 30 June 2004 are as follows:


Current quarter

RM Million
Period to date

RM Million

Total purchases 
  1.1
21.1

Total disposals 
15.8
36.8

Total profit on disposal
             1.6
 7.3

(b) Total investments in quoted securities as at 30 June 2004 are as follows:




RM Million

At cost
            262.9

At book value
            223.6

At market value
            223.6

8. Status of Corporate Proposals 

There were no corporate proposals announced and not completed as at the date of this announcement.

9.
Group Borrowings and Debt Securities


(a)  Group borrowings and debt securities as at 30 June 2004 were as follows:


Short Term Borrowings
Long Term Borrowings


RM Million
RM Million

Secured  
                  511.1
1,382.0

Unsecured
    49.9
9,045.4

Total
   561.0
             10,427.4

(b) Foreign currency borrowings and debt securities in Ringgit Malaysia equivalent as at 30 June 2004 were as follows:

Foreign Currency
              RM Million

US Dollar
3,995.1

Japanese Yen
825.1

Sri Lanka Rupee
119.2

Bangladesh Taka
26.1

Guinea Franc
18.6

Euro
7.1

Canadian Dollars
4.6

Pound Sterling
1.3

South African Rand
0.2

Total
4,997.3

10.
Off Balance Sheet Financial Instruments 

The details and the financial effects of the hedging derivatives that the Group has entered into are described in note 15 to the audited financial statements of the Group for the year ended 31 December 2003. There were no new off balance sheet financial instruments since the last financial year except for the following:

(a)
Cross-currency Interest Rate Swap (CCIRS)

On 2 April 2004, the Company restructured the existing USD150.0 million Unsecured Syndicated Term Loan CCIRS as disclosed in note 15(c) to the Group’s audited annual financial statements for the year ended 31 December 2003. Following the restructuring of the swap, the Company will receive USD150.0 million in return for the payment of JPY17,134.5 million on maturity of the underlying syndicated term loan on 29 June 2007. The restructured swap entitles the Company to receive a floating interest rate of 6-month USD Libor per annum and obliges it to pay interest at a floating rate of 6-month USD Libor-in-arrears minus 1.504%.

(b)
Interest Rate Swap (IRS)

Underlying Liability

USD300.0 million 8% Guaranteed Notes due 2010 

In 2000, the Company issued USD300.0 million 8.0% Guaranteed Notes due 2010. The Notes are redeemable in full on 7 December 2010.

Hedging Instrument

On 1 April 2004, the Company entered into an interest rate swap (IRS) agreement with  a notional principal of USD150.0 million that entitles it to receive interest at a fixed rate of 8.0% per annum and obliges it to pay interest at a floating rate of 6-month USD Libor-in-arrears plus 5.255%. The swap will mature on 7 December 2006.

(c)
Interest Rate Swap (IRS)

Underlying Liability

USD300.0 million 7.875% Debentures due 2025 

In 1998, the Company issued USD300.0 million 7.875% Debentures due 2025. 

Hedging Instrument

On 2 April 2004, the Company entered into an interest rate swap (IRS) agreement with a notional principal of USD150.0 million that entitles it to receive interest at a fixed rate of 7.875% per annum and obliges it to pay interest at a floating rate of 6-month USD Libor-in-arrears plus 5.05%. The swap will mature on 1 August 2006.

10.
Off Balance Sheet Financial Instruments (continued)

(d)
Interest Rate Swap (IRS)

Underlying Liability

RM1,000.0 million 5.25% Bonds due 2018 

In 2003, the Company issued RM1,000.0 million 5.25% Bonds due 2018. 

Hedging Instrument

On 2 April 2004, the Company entered into an interest rate swap (IRS) agreement with a notional principal of RM200.0 million that entitles it to receive interest at a fixed rate of 5.25% per annum and obliges it to pay interest at a floating rate of 6-month RM Klibor-in-arrears plus 1.78%. The swap will mature on 13 June 2006.

Subsequently, on 22 April 2004, the Company entered into an interest rate swap (IRS) agreement with a notional principal of RM200.0 million that entitles it to receive interest at a fixed rate of 5.25% per annum and obliges it to pay interest at a floating rate of 6-month RM Klibor-in-arrears plus 1.62%. The swap will mature on 13 June 2006.

The accounting policies applied, which remain the same as in the latest audited financial statements, are as follows:

“The financial derivative hedging instruments are used in the Group’s risk management of foreign currency and interest rate exposures of its financial liabilities. Hedge accounting principles are applied for the accounting of the underlying exposures and their hedge instruments. These hedge instruments are not recognised in the financial statements on inception. The underlying foreign currency liabilities are translated at their respective hedged exchange rate, and differential interest receipts and payments arising from interest rate derivative instruments are accrued, so as to match the net differential with the related expenses on the hedge liabilities.

Exchange gains and losses relating to hedge instruments are recognised as a component of finance costs in the Income Statement in the same period as the exchange differences on the underlying hedged items. No amounts are recognised in respect of future periods.”

All hedging instruments are executed with creditworthy financial institutions with a view to limit the credit risk exposure of the Group.
11.
Material Litigation 

There is no change in the status of material litigation since the audited financial statements of the Group for the year ended 31 December 2003 except as disclosed below. Items disclosed in (i) to (q) below were in respect of material litigations of respective companies under Celcom Group.

(a)
Settlement Agreement between MEPS JV and TM was signed on 10 March 2004 and the Court actions were withdrawn on 11 March 2004 with no liberty to file afresh and no order as to costs.
11.
Material Litigation (continued)

MEPS JV has filed Notice of Discontinuance on 24 March 2004.

(b)
Buying Guide Sdn Bhd (BGSB)’s application for Further and Better Particulars against TM and Telekom Publications Sdn Bhd (TPSB) has been dismissed by the Assistant Registrar with costs on 13 July 2004.

On 27 July 2004, BGSB filed a Notice of Appeal against the decision. The appeal will be heard before the Judge in Chambers on 25 August 2004. 


Meanwhile, TM and TPSB are in the process of preparing the necessary documentary evidence for the purpose of case management for the full hearing of the above suit against BGSB.
(c)
Inmiss Communications Sdn Bhd (Inmiss) filed a Notice for Arbitration against Mobikom Sdn Bhd (Mobikom) for outstanding payment on Inmiss's share of message tariff revenue including interest charges and other losses amounting to RM29.0 million. 

The next course of action on this case is for final submission by Mobikom in respect of its application to reopen the arbitration and thereafter to submit on the claim proper before the Arbitrator. As to date, the Arbitrator has yet to fix a hearing date for the matter.

(d)
On 21 October 2002, TM served a sealed copy of Writ of Summons and Statement of Claim to Business Focus Sdn Bhd (Business Focus) to demand a liquidated sum of RM174.7 million together with interests and other cost due to Business Focus’s failure to procure a third party to purchase TM’s shares in Penang Shipbuilding and Construction Industries Sdn Bhd (PSCI) in accordance with the Buy Back Agreement of PSCI shares dated 20 February 1997. 

(i) On 26 April 2004, TM’s application for Summary Judgment was heard and the High Court Kuala Lumpur allowed TM’s application for Summary Judgment with costs.
(ii) Business Focus’s Notice of Application for Stay of Execution was mentioned on 15 July 2004. The date for the decision on the said application is fixed for 26 August 2004.
(iii) Business Focus’s Notice of Appeal to the Judge in Chambers which was fixed for hearing on 27 July 2004 has been adjourned to 16 September 2004 for the Judge to seek clarification on both parties’ written submissions.

(e)
G-Com Limited (G-Com), a subsidiary of TM, filed an application in the High Court of Ghana on 13 June 2002, seeking a declaration that the Extraordinary General Meeting (EGM) held on 3 June 2002 is null and void. On 31 July 2002, the High Court of Ghana dismissed G-Com’s application.

11.
Material Litigation (continued)

On 25 September 2002, G-Com filed an appeal in the Court of Appeal of Ghana against the decision. The Court of Appeal has yet to fix a hearing date, which is expected to be approximately in the third quarter of 2004.

 (f)
TM’s interest in Ghana Telecommunications Company Limited (GT) is held through its wholly owned subsidiary, TM International Sdn Bhd.

On 10 February 2003, TM sent a Notice of Arbitration to the Government of Ghana (GoG) for the commencement of arbitration proceedings under the UNCITRAL Arbitration Rules in accordance with the provisions of the Bilateral Investment Treaty. 

The hearing which commenced from 5 July 2004 to 15 July 2004 at the Permanent Court of Arbitration (PCA), The Hague dealt with the issues on jurisdiction and merits of TM’s claims. The Tribunal indicated that it would endeavour to deliver its decision on the issues by early September 2004. The Tribunal has also tentatively fixed the hearing on the issues of the quantum of TM’s claims and the GoG’s counterclaims for 8 November 2004 until 12 November 2004.

(g)
G-Com filed a Writ of Summons and a Statement of Claim at the High Court of Ghana against GT on 24 December 2003 in respect of the EGM and AGM resolutions to approve certain contracts and loans. At the hearing of the injunction application held on 20 April 2004, G-Com withdrew the suit as G-Com’s appointed directors had given their consent under protest in accordance with regulations 70(3) of GT Regulations.   

(h)
Kabel Pantai Timur Sdn Bhd (KPT) suspended the remedial work as per the Contracts resulting in termination of their service under the “Perlaksanaan Projek Rangkaian Tempatan secara JKH for Pahang, Terengganu & Kelantan”. TM has requested for the Performance Bond in the form of a Bank Guarantee in view of KPT’s failure to rectify the works in accordance with the required specifications. TM has also demanded KPT to return the materials supplied under the Contracts. KPT has challenged the action taken by TM by initiating arbitration proceedings in accordance with the Contracts for RM10.4 million (pleaded) (RM41.1 million - unquantified costs). TM has also filed a counter-claim for RM19.1 million.

In view that the parties involved have agreed to exchange relevant documents in respect of the disputes, the Arbitrator has vacated the hearing date previously set on 24 and 25 June 2004. 

The next hearing session is now fixed for 1 September 2004 until 3 September 2004.

(i)
Celcom Timur (Sarawak) Sdn Bhd (CTS), a joint venture company between Celcom and Sarawak Electricity Supply Corporation (Sesco) has filed a claim against Celcom, in respect of the lease of fibre optics links for RM102.6 million with interest accruing thereon.

11.
Material Litigation (continued)

In February 2001, a Summary Judgment in favour of CTS for RM90.6 million with interest was passed by the Kuching High Court. 

On 8 January 2002, Kuching High Court granted Celcom’s application for stay of all further proceedings in relation to the disputed non-judgment amount of RM12.0 million pending disposal of the appeal against the Summary Judgment Order and the Conditional Stay Order by the Court of Appeal. Celcom has also made an application to the Kuala Lumpur Court of Appeal (KLCA) to set aside the Summary Judgment. The hearing date for this appeal has yet to be set by the KLCA. In the meantime, CTS has given an undertaking to the KLCA that it will not execute the judgment until the appeal proceedings are completed.

The parties are now pursuing an amicable settlement.

(j)
On 3 August 2001, Sesco applied in the Kuching High Court, for a declaration that the Joint Venture Agreement (JVA) dated 5 May 1994 entered with Celcom in relation to CTS be terminated. 

The parties are now pursuing an amicable settlement and Sesco’s application to terminate the JVA has been fixed for mention on 23 September 2004. 

(k)
Celcom commenced legal action against CTS, Sesco and Dr. Abang Azhari Hadari (Dr. Azhari) seeking various relieves inter-alia an injunction against CTS, Sesco and Dr. Azhari from terminating the JVA dated 5 May 1994.

Celcom’s application for an injunction was dismissed by the High Court. Celcom filed an appeal and was subsequently withdrawn. The appeal has now been reinstated. On 25 March 2004 the case was called up for mention. Since the appeal was no longer effective, it was accordingly withdrawn.

The parties are now pursuing an amicable settlement and the matter has been fixed for mention on 23 September 2004.
 (l)
Celcom filed a petition pursuant to Section 181 of the Companies Act 1965 in the Kuala Lumpur High Court against Sesco, CTS and 2 others (Respondents). Celcom was seeking for an interim injunction to restrain CTS from filing or proceeding with a winding-up petition for CTS’s claim for RM90.6 million and to seek other relieves from the Court.


On 14 June 2001, the Kuala Lumpur High Court made an order restraining Sesco from filing or proceeding with winding-up petition. 

The parties are now pursuing an amicable settlement and the Respondent’s application to strike out Celcom’s petition has been fixed for mention on 21 October 2004.
(m)
A subsidiary of Celcom, Technology Resources Industries Berhad (TRI) had entered into a JVA on 21 January 1995 with Integrated Services Limited (ISL) for the formation of Sheba Telecom (Pvt) Ltd (Sheba).
11.       Material Litigation (continued)


TRI commenced arbitration proceedings in Singapore to seek various declarations as a result of ISL’s breaches of the JVA and to address certain issues alleged by ISL in a legal suit filed by ISL in Bangladesh. ISL has also made a counterclaim amounting to USD218.0 million in the arbitration.


The arbitration hearing proceeded as scheduled from 19 January 2004 to 30 January 2004. Further hearing which was fixed from 13 May 2004 until 21 May 2004 was vacated as the parties were discussing a settlement proposal. On 15 June 2004, ISL and TRI executed the Settlement Agreement and Escrow Agreement.

(n)
TRI filed a Writ of Summons in the Kuala Lumpur High Court against Tan Sri Dato’ Tajudin Ramli, Bistamam Ramli and Dato’ Lim Kheng Yew (Defendants), being former directors of TRI for the recovery of a total sum RM55.8 million which were paid to the Defendants as compensation for loss of office and incentive payment and also the return of two (2) luxury vehicles which were transferred to the first two Defendants.
TRI filed an application for Summary Judgment in respect of RM11.1 million which was fixed for decision / clarification on 12 March 2004.

In the interim, the 1st and 2nd Defendants filed an application to cross-examine Dato’ Ramli Abbas which was subsequently dismissed by the Court on 1 October 2003. The said Defendants filed Notice of Appeal and the appeal was fixed for hearing on 27 January 2004. On the said day, the Court has directed that the file be transferred to the Civil Division from the Commercial Division where the suit was filed. The 1st and 2nd Defendants’ appeal against the dismissal of the application to cross-examine Dato’ Ramli Abbas was heard on 24 June 2004. Consequently, TRI’s application for Summary Judgment has been fixed for mention on 30 September 2004.

Decision on the appeal to cross-examine Dato’ Ramli Abbas is fixed on 20 September 2004.


(o)
On 10 March 2003, Celcom received a letter from DeTeAsia Holding GmbH (DeTeAsia) informing Celcom that it had initiated arbitration on 10 March 2003 with the Secretariat of the International Court of Arbitration of the International Chamber of Commerce in Paris (ICC) pursuant to Clause 8.6 of the Amended and Restated Agreement. 

DeTeAsia is essentially claiming damages for breach of the Amended and Restated Agreement. DeTeAsia is seeking damages in an amount to be calculated by reference to the provisions of Schedule 1 of the Amended and Restated Agreement, together with interest at eight percent (8%) per annum from 16 October 2002 and costs.  
The arbitration proceeding was held from 12 July 2004 to 16 July 2004 in Geneva. The parties have been directed to submit the final submission by 8 November 2004.  

11.
Material Litigation (continued)

(p)
Rego Multi-Trades Sdn. Bhd. (109061-T) (Rego), a wholly owned subsidiary of Celcom was on 21 May 2004 served with a notice of demand pursuant to Section 218 Companies Act, 1965 by Lembaga Hasil Dalam Negeri (LHDN Notice).

By the said Notice, LHDN is seeking the sum of RM5.2 million which it claims under a court judgment dated 13 January 2004 (Sum) obtained by the Government of Malaysia vide Kuala Lumpur High Court Civil Suit No. S1-21-2003 (Judgment) and to be paid within 21 days of the receipt of the said Notice. Failing which it would be deemed that Rego is unable to pay its debts and winding-up proceedings would be commenced against Rego.

Rego through its tax consultant had disputed the liability for the alleged tax assessed which the LHDN claims as tax payable for the assessment years of 1986 until 2000 (Current Year Basis). 

Currently, the parties are resolving the dispute amicably. Neither party would take any further court proceedings during the mutual restraint, which will last until 31 August 2004 while LHDN considers the status of Rego’s objections against the disputed assessment.


(q)
TRI has received a letter of demand from Malaysian Airlines System Berhad (MAS) for RM16.4 million in respect of two joint venture projects. 

A series of meetings were eventually held between MAS and TRI, and on 31 May 2004 the parties have reached an agreement on all outstanding issues. On 29 July 2004, TRI and MAS executed the Settlement Agreement. Parties have met their respective obligations under the Settlement Agreement.
Apart from the above, the Directors are not aware of any other proceedings pending against the Company and/or its subsidiaries or of any facts likely to give rise to any proceedings which might materially affect the position or business of the Company and/or its subsidiaries.
12.
Earnings Per Share (EPS)


INDIVIDUAL QUARTER
CUMULATIVE QUARTER


Current year quarter
Preceding year corresponding quarter
Current year to date
Preceding year corresponding period


30/6/2004
30/6/2003
30/6/2004
30/6/2003

(a) Basic earnings per share





Net profit attributable to shareholders (RM million)
952.2
277.9
1,459.3
557.5

Weighted average number of ordinary shares (million)
3,339.7
3,172.6
3,312.1
3,171.0

Basic earnings per share (sen)
28.5
8.8
44.1
17.6

12.
Earnings Per Share (EPS) (continued)


INDIVIDUAL QUARTER
CUMULATIVE QUARTER


Current year quarter
Preceding year corresponding quarter
Current year to date
Preceding year corresponding period


30/6/2004
30/6/2003
30/6/2004
30/6/2003

(b) Diluted earnings per share





Net profit attributable to shareholders (RM million)
952.2
277.9
1,459.3
557.5

Weighted average number of ordinary shares (million)
3,339.7
3,172.6
3,312.1
3,171.0

Adjustment for ESOS (million)
21.5
17.3
27.4
17.3

Weighted average number of ordinary shares (million)
3,361.2
3,189.9
3,339.5
3,188.3

Diluted earnings per share (sen)
28.3
8.7
43.7
17.5

Fully diluted earnings per share of the Group is calculated by dividing the net profit attributable to shareholders by the weighted average number of ordinary shares in issue during the period, adjusted to assume the conversion of dilutive potential ordinary shares. 
13.
Dividend 

For the financial year ending 31 December 2004, the Board on 24 August 2004 declared an interim tax exempt dividend of 10.0 sen per share (2003: Nil). The dividend will be paid on 18 October 2004 to shareholders whose names appear in the Register of Members and Record of Depositors on 20 September 2004.

Moving forward, the Board is pleased to formalise a dividend payout policy of between 20% to 50% of profit attributable to shareholders subject to, inter-alia, the following factors:- 

a) Free cash flow position after taking into consideration capital expenditure funding and debt service obligations,

b) Investment opportunities, and

c) Availability of tax exempt income or Section 108 tax credits.

By Order of the Board 

Wang Cheng Yong (MAICSA 0777702)

Zaiton Ahmad (MAICSA 7011681)

Secretaries

Kuala Lumpur


24 August 2004
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